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Attached is the package of briefing
materials we propose providing to support
preparation for the mid-February visit of
Saudi King Fahd. We intend for it to go to
PDB principals and senior working level
officials involved in the visit.

If you approve the package, CPAS will
duplicate and collate the materials this
weekend, so it will be ready to disseminate
Monday, 28 January. The format of the
package will be similar to that done for the
visit of Prime Minister Nakasone. 25X1
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Saudi 0il Policy

Summarz

Saudi Arabia's oil strategy is to maximize
and protect its oil derived wealth, to promote its
influence within OPEC, and to maintain the unity
of the oil cartel. The Saudis presently are
trying to preserve market stability by pressing
OPEC members to adhere to official prices and
production quotas. Strong competition among oil
exporters has stymied Saudi efforts, however. 1If
OPEC is unable to agree soon on a realistic
production and pricing policy, Riyadh may distance

itself from the organi adopt a more 25X
independent stance. (;zatlnngandw

* * * * *

In general, Saudi Arabia implements its oil policy by:

== Maintaining a large productive capacity and the
willingness to vary oil output to moderate sharp oil
price movements.

== Using its leadership within OPEC to extend Saudi
production and pricing goals to include over half the
non-Communist world's oil productive capacity,

25X1
This paper was prepared byl | office of Global Issues.

Comments and queries are welcome and may be directe

Chief, Strategic Resources Division, 0GI, On{4444L4d4LD4th 25X1
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members adhere to pricing and production guidelines. The Saudis
assume - this tack partly because of their leadership role in the
organization. We believe, however, that Riyadh is motivated by a
more fundamental concern about the danger of an unchecked oil-
price rundown that could damage the economies of oil exporting
countries and disrupt world financial markets. Riyadh might
threaten strong unilateral action in an effort to ensure that
OPEC members adhere to the cartel's agreements on production and
pricing controls, but the Saudis are extremely reluctant to

?ursue f Strategy that could Provoke an unchecked price war, [::::::].25X1

Riyadh has had difficulty maintaining its leadership role
within OPEC because Saudi interests often diverge from thosa of
the other members, Particularly those countries having smaller
Ooil reserves and large revenue needs. Past Saudi actions have
aroused resentment and criticism, and many members believe the
Saudis manipulate OPEC policies solely for their own benefit.
Consequently, Saudi ability to exert influence over other membegs
is limited, Particularly in the current soft oil market when

25X1

Although OPEC has been cohesive in times of trouble, this
has been due largely to Saudi accommodation. Since 1981 Riyadh
has allowed its annual oil production Lo drop over 5 million
b/d. The Saudis, however, may soon reach the point at which they
are no longer capable or willing to lower oil production
unilaterally in order O support OPEC's current price
Structure. We believe the Saudis will continue to seek a
workable solution to OPEC's problems, but if no ef fective
compromise can soon be achieved, Riyadh may distance itself from
the organization and take a more independent stance on ojl 25X1

Under extreme circumstances Riyadh might use its oil
influence to exert political pressure, The Saudis, however, have
a good understanding of the limitations of the "oil weapon, "
especially in the current soft oil market, They have acquired a
much larger financial and strategic stake in avoiding oil
policies that might hurt or alienate the West. The Saudis use
their moderate image on 0il matters to influence Western views on
non-energy issues of importance to Riyadh, Riyadh also looks to
the West--specifically the United States--to protect Saudi '
Arabia's security, Moreover, the Saudis want to avoid provoking
a sharp deterioration of Western economies that could erode
significantly the valye of Saudi foreign assets. 25X1
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